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INDEPENDENT AUDITORS' REPORT ON SUPPLEMENTAL INFORMATION 
 
 
 
June 28, 2005 
 
 
 
City Council 
City of Muskegon Heights 
Muskegon Heights, Michigan 
 
 
We have audited the financial statements of the City of Muskegon Heights as of and for the year 
ended December 31, 2004 and have issued our report thereon dated June 28, 2005.  Our audit 
was made primarily for the purpose of forming an opinion on the financial statements taken as a 
whole.  The supplemental information presented on page 18 is provided for purposes of 
additional analysis and is not a required part of the financial statements or the accompanying 
Schedule of Expenditures of Federal Awards.  Such supplemental information has been subjected 
to the auditing procedures applied in the audit of the financial statements of the City of 
Muskegon Heights and, in our opinion, is fairly stated in all material respects in relation to the 
financial statements taken as a whole. 
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June 28, 2005 
 
 
City Council 
City of Muskegon Heights 
Muskegon Heights, Michigan 
 
 
In planning and performing our audit of the financial statements of the City of Muskegon Heights 
for the year ended December 31, 2004, we considered its internal control in order to determine 
our auditing procedures for the purpose of expressing our opinion on the financial statements and 
not to provide assurance on the internal control.  However, we noted certain matters involving 
internal control and its operation that we consider to be reportable conditions under standards 
established by the American Institute of Certified Public Accountants.  Reportable conditions 
involve matters coming to our attention relating to significant deficiencies in the design or 
operation of the internal control that, in our judgment, could adversely affect the City of 
Muskegon Heights’ ability to initiate, record, process and report financial data consistent with the 
assertions of management in the financial statements.  We have attached a summary of such 
reportable conditions. 

A material weakness is a reportable condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that errors or 
fraud in amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. 

Our consideration of internal control would not necessarily disclose all matters in internal control 
that might be reportable conditions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses as defined above.  We believe that 
the recommendations in the Material Weaknesses section of the attached summary are material 
weaknesses. 

This report is intended for the information and use of the City Council, management, and federal 
awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than these specified parties. 



 

 

REPORTABLE CONDITIONS 
 
 
The reportable conditions summarized below are categorized within two groups:  material 
weaknesses and other reportable conditions.  Within each of these two categories, the reportable 
conditions are divided between those noted during the December 31, 2004 audit and those noted 
during the December 31, 2003, 2002 and 2001 audits. 
 

MATERIAL WEAKNESSES 
 
Recommendation 1: Internal control procedures should be further segregated.  
 
The City reduced staff in the accounting department during the last fiscal year.  The reduction in 
staffing has resulted in a lack of segregation of duties within the accounting department.  The 
City currently has the same person performing the payroll function, cash disbursement function 
and bank reconciliations.  Organizations with limited resources and personnel inherently have 
difficulty in establishing and maintaining an accounting system with strong internal accounting 
controls including significant segregation of duties. 

City management should continue using its current accounting systems, but should seek 
opportunities to further segregate duties and strengthen internal controls.  Often, the most 
effective approach is the expansion of documented approval of transactions by personnel outside 
of the accounting department and the segregation of responsibilities of those executing 
transactions and those with oversight, accounting, and reconciling functions. 
 

OTHER REPORTABLE CONDITIONS 
 
Recommendation 2: The investment accounts should be reconciled to the general ledger on a 

monthly basis. 
 
During our testing, we noted some investment accounts that did not agree to the general ledger.  
The investment accounts did not agree due to transactions occurring in the investment account 
which were not recorded or transactions that were inaccurately recorded in the general ledger. 
 
The timely reconciliation of investment accounts would reduce the possibility of inadvertent 
errors or misappropriations going undetected. 
 
Recommendation 3: Federal programs should be periodically reviewed to ensure compliance 

with grant agreements. 
 
During our audit, we noted several findings related to federal compliance requirements.  We 
noted findings related to failure to solicit bids, failure to complete pre-rehab checklists and 
improper calculation of household income.  The City is required to comply with these compliance 
requirements, along with other federal requirements as part of receiving federal grant monies. 
 
The internal control system related to federal programs should establish, monitor and update 
procedures to ensure that the City is in compliance with all federal programs requirements. 



 

 

OTHER REPORTABLE CONDITIONS—CONTINUED 
 
 
Recommendation 4: The budget should be amended as necessary to comply with Public Act 

621. 
 
During our testing, we noted expenditures exceeded appropriations in various funds and 
departments.  The budget is the authorization by the City Council to incur expenditures, and the 
budget should be amended prior to incurring expenditures beyond appropriations. 
 
The proper amending of budgets would increase compliance with Public Act 621 and would 
assist in the maintenance of fiscal discipline. 
 
 
Recommendation 5: The City should maintain complete and accurate Major Street Fund and 

Local Street Fund equipment rental schedules. 
 
During our testing, we noted that the Major Street and Local Street equipment rental schedules 
where not fully completed.  The schedules did not include a proper allocation of rental usage by 
the Major Street Fund.  In addition, the schedule did not differentiate between different categories 
of rental such as routine maintenance and winter maintenance.   
 
The City should maintain the equipment rental schedules on a least a monthly basis.  The 
schedules should include support for each fund and department usage during the month.   
 
 
Recommendation 6: The City should establish procedures to ensure the accurate preparation of 

State of Michigan Tax Increment Financing Plan report. 
 
During our testing, we noted City personnel had inaccurately calculated the amount of school 
property taxes the Downtown Development Authority was allowed to capture.  The report was 
completed inaccurately and utilized out of date debt amortization schedules instead of actual 
expenditures.   
 
The accurate preparation of the Tax Increment Financing Plan report would reduce the possibility 
of excess capture of school district property taxes. 
 
 
 



 

 

PRIOR YEAR OTHER REPORTABLE CONDITIONS STILL APPLICABLE 
 
 
We consider the following other reportable conditions contained in our July 28, 2004 letter as 
still applicable: 
 
Recommendation 3: The Community Development Block Grant Fund operating budget should 

be developed based upon anticipated expenditures during the year. 
 
Recommendation 4: Property Tax Collection Fund cash collections and disbursements should 

be reconciled with supporting documents on an interim basis. 
 
We consider the following other reportable conditions contained in our November 25, 2002 letter 
as still applicable: 
 
General 
Recommendation 8: Account balances should be reconciled to detailed supporting 

documentation on a timely basis. 
Utility Billing 
Recommendation 13: The Water Supply Fund revenues and cash collected should be recorded 

monthly in the proper fund. 

Recommendation 14: The general ledger and customer detail of utility billing accounts 
receivable should be reconciled monthly. 

Federal Programs 
Recommendation 15: Federal program expenditure reports should be filed with accurate financial 

information. 
 




